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ZAMBIA: KEY ECONOMIC INDICATORS 


All values in U.S. $ millions 
and represent period averages 
unless otherwise indicated. 


*Changel 
Exchange Rate: US$1.00= K1983-84 


Income, Production, Employment 


GDP at current prices 

GDP at constant 1977 prices 

Per capita GDP at current prices 
Gross capital formation 

Index of manufacturing production 
(1973=100) 

Copper production (000's mtons) 
Labor force (000's)** 


Money and Prices 


Money supply (M1)* 
(US$ thousand) 

Money and quasi-money (Ml + M2)* 
(US$ thousand) 

Interest rate - treasury bills* 
(percent) 

Wholesale price index (1966=190) 

Consumer price index (1975=100) 
High income group 
Low income group 


Balance of Payments and Trade 


Gold & foreign exchange reserves* 125.7 LZke 
External public debt* NA 3,489 
Annual debt service ratio (% exports) 56.4 59.4 
Balance of payments -311 - 101 
Balance of trade -56 247 
Exports, FOB 951 963 

Copper 924 857 

U.S. Share 29.5 52.1 
Imports 1,007 716 

U.S. Share 69 34.5 


* End of period 

** Excludes traditional agriculture 

lpercentage changes are calculated on kwacha data to eliminate the effects 

of exchange rate changes. 

Sources: Monthly Digest of Statistics, Central Statistical Office; Report and 
Statement of Accounts, Bank of Zambia; International Financial 
Statistics Yearbook, International Monetary Fund. 





Summary 


Zambia is currently experiencing serious economic and financial 
difficulties. Because of depressed prices for copper (which until recently 
accounted for over 90 percent of export earnings), prolonged drought (1982-84) 
and internal management problems, Zambia's economy has been in severe 
recession for several years with declining imports, rising unemployment and 
growing foreign debt. In 1985, Zambia's foreign exchange earnings fell again 
as world copper prices remained low and copper production continued to 
decline. Most of Zambia's manufacturing industries, unable to obtain foreign 
exchange to import sufficient raw materials and spare parts, continued to 
operate at less than 50 percent. 


Current Economic Situation and Trends 


Beginning in late 1982, the government introduced a number of measures 
designed to deal with the country's economic plight. It restricted spending, 
reduced government subsidies, raised farm producer incentives and devalued the 
currency, the kwacha. These measures proved insufficient in arresting the 
economic downturn, As a result, foreign debt increased, commercial arrearages 
climbed to nearly $600 million and the government had its standby agreement 
with the International Monetary Fund (IMF) suspended due to arrears. In the 
fall of 1985, the government introduced additional steps to revive the 
economy. A foreign exchange auction system was introduced which immediately 
brought a drastic devaluation of the kwacha. The import licensing system was 
also liberalized so that licenses are now issued without restriction. The 
government has decontrolled interest rates and introduced a number of 
austerity measures to reduce the budget deficit. Due in part to the 
government reforms, the Zambian economy grew by 3.4 percent in real terms in 
1985 after 3 years of decline. Zambia recently paid off its arrears to 
the IMF and negotiations are underway to conclude a new standby agreement. If 


this is successful, debt rescheduling with the Paris and London clubs should 
follow. 


The near term outlook for Zambia is extremely difficult. Copper prices 
are not expected to rise over the next few years, and heavy debt service 
requirements will continue to burden the economy for several years. The short 
term outlook, however, is enhanced by favorable weather for agriculture 
production during 1985/1986 season and the introduction of the auction system 
which should improve the availability of material inputs and spare parts, 
although at much higher prices. Non-mineral exports also should be more 
competitive. The medium to long term outlook will depend on Zambia's 
continued efforts to reduce its dependence on the mining sector by moving 
toward increased development of its agriculture and toward a manufacturing 
sector that is more labor intensive and domestic resources based. Improvement 
in the efficiency of the parastatal system and provision of greater incentives 


for private sector development will also be key elements in the economy's 
future outlook. 





Mining 


Since the 1930s, Zambia's economy has been heavily dependent on mining. 
Zambia is the world's fifth largest producer and second largest exporter of 
copper plus the second largest producer and exporter of cobalt. Although the 
importance of mining to Zambia's overall GDP has declined in recent years, 
this sector remains the primary determinant of Zambia's economic and financial 
performance. Minerals accounted for over 90 percent of the country's export 
earnings in 1984. Depressed copper prices, together with rising production 
costs and reduced productivity (copper production has declined from 721,000 
mtons in 1976 to 479,000 mtons in 1985) due to lack of capital investments, 
have significantly reduced foreign earnings and depressed the economy. 


Several measures have been initiated to deal with this problem. Through 
consolidation of operations Zambia Consolidated Copper Mines (ZCCM) has been 
able to lower its production costs in recent years and to make some reductions 
in the total labor force. Also a new plant to extract copper from tailings at 
well below current production costs is expected to reach full production in 
early 1986. In January 1984, the government agreed to allow ZCCM to retain 35 
percent of its foreign exchange earnings to rebuild its heavily-depleted stock 
of mining equipment and spare parts. Because of the overall foreign exchange 
shortage, however, ZCCM has retained substantially less of its export 
earnings. 2ZCCM has recently prepared a comprehensive production and 
investment program for raticnalization of its mining activities which should 
improve production and efficiency. With sufficient foreign exchange (the 
government has allocated ZCCM $320 million for 1986) and the tailings leach 
plant, Zambia's copper production could be stabilized at around 600,000 mtons 
annually for several years. Major rises in copper production, however, are 
not anticipated and significant production declines are likely within 15-20 
years. A new cobalt plant at ZCCM's Nkana Division has added over 2,000 mtons 
to Zambia's previous production capacity of 4,000 mtons. Cobalt exports 
increased to 3,870 mtons in 1984 and remained at that level during 1985. 


Agriculture 


Agriculture is the main livelihood of over half of Zambia's population but 
accounts for less than 15 percent of the nation's GDP and roughly 1 percent 
of total export earnings. Maize (corn) is the principal cash crop as well as 
the staple food. Other main crops are wheat, paddy rice, groundnuts, 
soybeans, tobacco, cotton, sugar and sunflower seeds. Zambia has potential 
for significant increases in agriculture production for both domestic 
consumption and export. Only about one-fifth of an estimated 60 million 
hectares of arable land is currently cultivated. The agricultural sector has 
suffered in the past from government insistence on low producer prices to keep 
down the price of food for the heavily urbanized population and from 
difficulties in the availability and distribution of credit and inputs such as 
spare parts, seeds and fertilizer. These problems have been compounded in 
recent years by the shortage of foreign exchange. 


Since 1980, the government has been pursuing a strategy designed to 
increase agricultural production and reach self-sufficiency in food 





production. This strategy includes raising producer prices to economic 
levels, promoting agro-industries (especially for export), increasing 
allocations for rural infrastructure, divesting the National Agricultural 
Marketing Board (NAMBOARD) of many of its functions in favor of agricultural 
cooperatives and improving extension and research services. Below average 
rainfall in 1982-84 reduced normal yields, but a combination of improved 
weather and incentives to farmers brought substantial increases in 
agricultural production in 1985. For the crop year 1984/85, marketed maize 
increased significantly to an estimated 887,000 mtons from 571,000 mtons the 
previous year. This level of output should meet Zambia's needs for the 
1985/86 marketing year making the country nearly self-sufficient in maize for 
the first time since the 1970s. Other crops showing significant increases 
were groundnuts, sunflower seeds, cotton and paddy rice. Significant producer 
price increases in late 1985 and good rainfall point to another good crop year 
for 1985/86. 


Manufacturing 


Zambia is one of the most industrialized countries in sub-Sahara Africa. 
Manufacturing contributed about 21 percent of GDP in 1984 and is primarily 
engaged in producing for the domestic market. Manufactured exports account 
for less than 5 percent of total exports. The main emphasis has been on 
consumer rather than intermediate products, with food processing and beverages 
making up a third of manufacturing activity. Other areas of importance 
include textiles, chemicals (including fertilizers), petroleum refining, and 
fabricated metal products. Most manufacturing in Zambia is undertaken by 
parastatal enterprises. 


The manufacturing sector depends heavily--over 60 percent of inputs--on 
imported raw materials, components and equipment and its performance has been 
stagnant since 1973. The reduced availability of foreign exchange has led to 
shortages of imported raw materials and intermediate goods. Most 
manufacturing subsectors are currently operating at less than 50 percent 
capacity. Until recently, price controls imposed heavy losses on 
manufacturing companies. The financial situation for Zambia's industries has, 
however, been substantially improved by the government's decontrol in 1983 and 
1984 of most prices, and manufacturing grew an estimated 9% percent in 
1985. Output, however, remains below that of 10 years ago. The depreciation 
of the kwacha over the past 3 years should increase the use of domestic 
resources, discourage capital intensive industries and promote the development 
of export markets. 


Tourism 


Zambia has substantial tourist potential with a pleasant climate, abundant 
wildlife and spectacular scenic attractions including Victoria Falls at 
Livingstone. The number of tourist visitors to Zambia has increased 
significantly since the end of the war in Zimbabwe, more than doubling from 
nearly 54,000 visitors in 1979 to over 120,000 in 1983. Foreign exchange 
earnings from tourism also increased about four times from $15 million in 1979 
to about $59 million in 1982. In 1983, Zambia's growing economic problems 
began to effect the tourist industry. Although the number of visitors held 
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steady in 1983, earnings dropped to $42 million. Preliminary figures for 1984 
show an additional decline. The government has embarked on a scheme to 
refurbish tourist sites within the national parks. Tourism, however, 
continues to be hampered by lack of promotion and funding. 


Transport 


As a landlocked country, Zambia is dependent on external transportation 
routes. Currently Zambia depends on road and rail routes through Zimbabwe to 
ports in South Africa and through Tanzania to the port of Dar es Salaam. 
Operational and management problems along the Tanzania-Zambia Railway and 
chronic congestion at the port of Dar es Salaam present continuous problems. 
With Zimbabwean independence in 1980 and the reopening of the southern route, 
this transportation link has taken on increased importance. Over the last 
5 years, the southern route has increasingly carried Zambian imports while 
exports through Dar es Salaam have increased. In 1984, the southern route 
carried about 64 percent of Zambia's imports and 29 percent of its exports 
while Dar handled 66 percent of exports and 32 percent of imports. 


Major efforts to restructure, rehabilitate and improve the transport 
infrastructure of southern and eastern Africa are underway under the aegis of 
the Southern African Development Coordination Conference (SADCC) and with the 
assistance of many bilateral and multilateral financial institutions. Zambia 
should be one of the principal beneficiaries. Internally, almost all of 
Zambia's industries, commercial agriculture and major cities are located along 
the line of rail, especially Zambia Railway's north-south route. Highway 
infrastructure is extensive relative to most African countries. Maintenance 
has lagged behind requirements, however, and much of the network is in need of 


repair. All major cities are connected by Zambia Airways' domestic service; 
Lusaka and Ndola, the main Copperbelt city, have international airports. 


Energy 


Zambia has no known economically viable deposits of petroleum but is 
self-sufficient in coal and a net exporter of hydroelectric power to Zimbabwe 
and Zaire. Since 1980, Zambia has gradually increased its use of 
hydroelectric power while reducing its dependence on petroleum products. 
Domestically-produced hydroelectricity provided 68 percent of Zambia's total 
energy supply in 1984, coal contributed another 12 percent and about 18 
percent came from imported oil. Hydroelectric power is supplied from Kariba 
Dam and Kafue Gorge Dam in southern Zambia. Imported crude oil is transported 
to Zambia from Dar es Salaam by a 1,700 kilometer pipeline and refined in 
Ndola. The pipeline is currently in poor condition, and a rehabilitation 
program is being prepared through World Bank funding. The government is 
expected to award soon licenses for an oil exploration program on the west 
bank of the Zambezi and on the Luangwa River where geological surveys have 


indicated the likely presence of oil deposits. Solar power has some untapped 
potential. 


The Role of The Private Sector 


Although Zambia has a mixed economy, parastatal firms dominate most 





sectors of the economy. Parastatals account for over 50 percent of Zambia's 
GDP and 90 _ percent of foreign exchange earnings each year. The vast 
majority of parastatals fall under one state company, the Zambia Industrial 
and Mining Corporation Limited (ZIMCO). The most important component of ZIMCO 
is Zambia Consolidated Copper Mines (ZCCM) which is 60 percent state-owned. 
ZIMCO also includes most energy industries (TAZAMA pipeline, Indeni refinery, 
She11/BP, Maamba Collieries, Zambia Electricity Supply Corporation), the 
transport industry (United Bus Company, Contract Haulage, Zambia Airways, 
Zambia Railways), the major hotels, wholesale and retail food and drug 
distributors, Zambia State Insurance Corporation, a commercial bank, the 
fertilizer plant, breweries, saw mills, plantations, automobile assembly and 
spare parts, glass works and many other industries. Many of these were 
nationalized following independence in 1964 and have a de facto monopoly over 
much of the Zambian market. Where the private sector is allowed to compete 
with parastatals, it is often at a disadvantage vis-a-vis the treatment 
accorded the latter. 


Zambia's economic decline in recent years is partly the fault of the 
country's parastatal system, which with some exceptions, has not functioned 
efficiently. In recent years, however, government leaders have increasingly 
recognized the inefficiencies and high costs of public sector domination of 
the economy and are encouraging parastatals to be more efficient. Private 
foreign investment and management expertise have recently become involved in 
certain parastatals, although the government maintains majority control in all 
parastatals with very few exceptions. A few financially troubled parastatals 
have closed. There are no plans to sell parastatals entirely to the private 
sector. 


Despite the dominant role of parastatals, the private sector plays a vital 
role in the Zambian economy. Private firms are particularly active in the 
construction and highway transportation industries, the financial sector and 
in commercial agriculture. In implementing its economic reform policies, the 
government has made a clear move toward a more market-oriented development 
approach and the foreign private sector is being encouraged particularly in 
agriculture and agribusiness. The levels of such investment, however, have 
been limited due to long delays in remitting profits and dividends. 


Implications for The United States 


The current state of Zambia's economy offers some significant 
though difficult trade and investment opportunities. U.S. exports 
to Zambia dropped off significantly in 1983 primarily because of 
Zambia's reduced ability to finance imports. Exports returned 
to near average levels in 1984 due to an aircraft sale, but 1985 
figures should show another significant decline. The United 
States, however, continues to be a major supplier of mining, 
agricultural and transport equipment to Zambia. The potential 
for U.S. sales of mining equipment remains high. In theory, ZCCM, 
the sole copper mining company, is allowed to retain 35 percent of 
its foreign exchange earnings in order to rebuild its heavily 
depleted stock of mining equipment and spare parts. In 


REST COPY AVAILABLE 
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practice, because of the overall foreign exchange shortage facing the country, 


zCCM has retained less of its earnings. Improvement in ZCCM's foreign 
exchange position should improve prospects for mining equipment sales. Other 
products with the best prospects over the next few years will be agricultural 
equipment for medium to small scale farms, food processing machinery and 
equipment, transport equipment, particularly medium to large trucks and 
trailers, and the hotel/restaurant/tourist industry. The availability of 
excellent land, inexpensive electricity and water for irrigation make 
agriculture and agri-business excellent investment opportunities. 


Prior to the introduction of the foreign exchange auction system, Zambia's 
large foreign payment arrears pipeline was a major disincentive to many 
foreign suppliers and investors. The new auction system, however, provides 
that profits and dividends declared after October 1985 may be remitted through 
the auction. In the meantime, a study is underway to determine the exact 
amount of the pipeline (currently estimated at $600 million) and to propose 
programs to clear the pipeline. Completion of the project should improve the 
trade and investment outlook. The U.S. Export-Import Bank and several private 
banks have lines of credit with Zambia's mining companies and a few other 
firms. Supplier firms which are successful in Zambia usually have some form 
of representation in the country and offer a program of service backup, 
especially spare parts. 


Investment opportunities in the industrial sector are presently limited, 
primarily due to the poor overall economic situation and difficult and complex 
government policies, which inter alia favor parastatal firms over private 
competitors. The Zambian Government, however, has recently introduced several 
specific incentives, including tax breaks and foreign exchange retention 
schemes, to enhance private investment in the agricultural sector. A proposai 


to streamline the industrial development legislation so as to promote 
competition and entry of new private sector enterprises is under study. OPIC 
finance and insurance programs are available for investments in Zambia. 


Zambia receives roughly $350-$400 million in concessional foreign 
assistance per annum, much of which comes from World Bank and African 
Development Bank projects for which U.S. firms are eligible to tender. The 
funds continue to offer an important source of financing for commercial sales 
to Zambia. With the introduction of the auction system, both multilateral and 
bilateral donors have made specified amounts of their foreign assistance 
available through the auction for commodity imports rather than for discreet 
projects. Over the last 9 years, Zambia has benefitted from one of the 
largest U.S. economic assistance programs in sub-Sahara Africa, totalling 
about $350 million in commodity import loans and grants, food aid (PL-480), 


and technical assistance. U.S. aid is primarily focused on Zambia's 
agricultural sector. 








